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Introduction 

“T believe in analysis and not forecasting.” 
This quote by Nicolas Darvas, a self-taught 
investor, who ironically made a fortune by 
following public sentiment, is my go-to answer 
for anyone that compares trading to gambling. 
Analysis alone doesn’t make you a successful 
trader, but it’s one of the few key elements 
that separate great traders from people who 
simply do it for a living. Other elements 
include healthy risk tolerance, right instincts, 
discipline, and decision-making, but you might 
see a lot of traders who have all these traits 
and a knack for analysis that fail to beat the 
market. 


That’s because they are missing the last piece 
of the puzzle — A trading system. However, the 
problem with following a time-tested trading 
system that thousands of other traders and 
investors are following as well is that, in most 
cases, it allows you to follow the curve instead 


of staying ahead of it. But you also can’t start 
experimenting with untested trading systems, 
replacing marginal success with a higher 
degree of failure. 


That's where the Coffee Grounds Trading 
System comes in. It's a system that I've been 
using and perfecting for about a decade, and 
now that it's fully refined, I am ready to share 
it with the world. It's based on technical 
analysis and indicators, and in addition to 
helping you find the perfect trades, it also 
helps you identify the perfect time to enter the 
market. It's a hybrid of momentum and trend- 
following trading systems, and I've tested it in 
a wide array of market conditions. 


This book contains everything you need to 
know about the system that can potentially 
change your entire approach to trading. And 
my goal for writing this book is to help as 
many people as I can get the most out of their 
capital instead of settling down for mediocre 


SUCCESSES. 


Trend Following vs. Momentum 
Trading 


Before we get into the specifics of trend 
following and momentum trading, it’s 
important to remember that these are two of 
many approaches to trading (we will discuss a 
few more near the end of the book). They 
don’t encapsulate everything about investing, 
and there are several other time-tested 
strategies that have worked for traders for 
decades. But there are several reasons why we 
have chosen to create our hybrid trading 
model, i.e., Coffee Grounds Trading System, 
with these two trading strategies, and to 
understand them, we first have to take you 
through the original trend following and 
momentum trading strategies. When you 
understand what they are, how they work, and 
their respective strengths and weaknesses, you 
will have the proper foundation to absorb and 
follow our proprietary trading system. 


Trend Following Trading System 

Trend following is one of the most commonly 
used systems or strategies employed by a wide 
array of short-term to long-term traders. 


What Is Trend Following? 

Trend trading or trend following aims to 
identify and capture value from both upward 
and downward trends in a stock's movement. 
An “uptrend” is characterized by higher lows 
and higher highs. Similarly, a “downtrend” is 
characterized by lower swing highs and lower 
swing lows. 


But higher and lower compared to what? This 
is where different traders have different 
interpretations of trends. 


Strengths 


You can get in relatively early in an 
upward trend (long-term), capturing 
more of the upside. 

If you bind your exit strategy with the 
right indicators (like ATR), you can find 
a good balance between exiting too early 
or too late. It might not be a maximum- 
profit approach, but it can be 
significantly safer. 

Your trading frequency and, 
consequently, the time and energy you 
spend on trading might be lower than 
most other strategies, even if you are 
following micro trends. This makes it 
ideal for traders with day jobs. 

Since it leans more towards cutting 
losses than maximizing profits, the long- 
term returns are likely to be favorable/ 
positive. 

You can identify the strength of the 


trend by determining the differences 
between higher high swings, as well as a 
trend that’s maturing and priming for a 
reversal. 


Weaknesses/Limitations 

@ = The strategy favors relatively long- 
term traders much more than day 
traders. 

@ It’s ideal for long-term uptrends (or 
downtrends, if you want to short), but 
the shorter the trend, the less your profit 
margin is likely to be. 

@ Finding winning opportunities in a 
slow market is difficult. 

@ Ifyou have a diversification 
threshold, it may be tested continuously 
when one or a couple of sectors are 
going bullish at a strong pace since more 
uptrends would be accumulated there. 


Who Is It Ideal For? 
Trend following is a useful strategy for a wide 


variety of traders. However, it may not be the 
right fit for day traders or short-term traders 
that usually execute trades and exit their 
positions within the same week. 


Momentum Trading 

There are a lot of parallels between 
momentum trading and trend trading, but 
there are certain differences as well, and it's 
not a smart idea to consider the two different 
systems interchangeably. 


What Is Momentum Trading? 

Different traders interpret momentum trading 
differently, so you get definitions that are 
almost similar to that of trend trading and 
others that help you understand the 
differences between the two. The basic idea 
behind momentum trading is the same, i.e., 
following an upward trend to its zenith and 
pulling out as soon as the momentum starts to 
wane. 


A better way to describe momentum trading 


would be that it aims to capture the best part 
of an uptrend rather than the whole trend 
itself. It's a relatively short-term approach. 


Let's say a stock had grown from $50 to $80 in 
a matter of three months before the uptrend 
reversed. But the growth hasn’t been uniform. 
It took the stock two weeks to reach $60, then 
four weeks to reach $70, and then six weeks to 
reach $80. 


A momentum trader may enter the position at 
around $50 and track its progress. At first, the 
stock accelerated at a rapid pace, so it took 
just two weeks to grow by $10. Then the price 
stabilizes, and it needs more time to achieve 
the same milestone. That's momentum slowing 
down. And when the growth slows down even 
further (when the stock is growing from $70 
to $80), the momentum trader may exit their 
positions as it’s not moving at a pace that 
matches their threshold. 


The benefit of exiting a position early instead 


of taking advantage of the full growth trend is 
that instead of spending another six weeks for 
the stock to only grow $10, the momentum 
trader may invest their capital in another 
stock that's in the early stage of a momentum 
build-up, i.e., is accelerating. And they may 
capture more growth during the same period. 


By this interpretation, momentum trading is 
taking advantage of an upward trend of an 
investment asset (stock, funds, commodities, 
etc.) when the momentum is strong and 
exiting before deacceleration happens instead 
of following the uptrend to its natural 
conclusion. 


However, it's important to understand that 
many traders and investors take a longer and 
different view of momentum trading. For 
example, some investors that entered the US 
market (especially broad market indices) after 
the great recession sometime between 2009 
and 2012 stayed invested in the market from 


2018 to 2019. The idea was to track the 
bullish momentum of the market for as long as 
possible. For these investors, there is little to 
no difference between momentum and trend 
investing. 


Strengths 

@ — Even if you enter the market late, you 
are highly unlikely to lose money 
(though you might not maximize your 
profit. 

@ It allows you to maximize the time 
benefit of trading by capturing the 
strongest/fastest phase of an upward 
trend. 

@ — If you exit your positions even before 
the momentum runs out instead of when 
a trend reversal occurs, your chances of 
losing money on trade are quite low. 

@ Most momentum trading strategies 
are designed to ensure that you spend as 
little time with the losers (stocks that are 


losing growth momentum) as possible. 

With the right system and an 
understanding of the technical analysis 
used to identify momentum, traders can 
make successful trades (based on 
positive momentum) without a thorough 
understanding of the business or the 
industry it’s from. 

It allows you to use market volatility 
to your advantage. 


Weaknesses/Limitations 


Momentum trading requires more 
active participation, time, and attention 
of the traders due to a relatively higher 
frequency. 

More activities/trades create a higher 
probability of failure, though it can be 
rectified through simple automation and 
using the right stop-loss/stop-limit 
measures. 

Following the inherently technical 


approach to analyzing the right stocks to 
buy for their momentum, traders are 
prone to remain unreactive to market 
sentiment or some fundamental shifts 
that may drastically change the share 
price. For example, a momentum trader 
might pull out when the suspense of an 
upcoming regulatory charge or a merger 
rumor temporarily kills the momentum 
for a stock. And they may lose the 
sudden price hike as a result. It's rare, 
but it happens. 

@ Momentum trading is better equipped 
for bull markets and long positions 
rather than shorts. Some momentum 
trading strategies may be used to analyze 
or choose shorts, but the probability of 
success is severely limited. 


Who is it ideal for 


Momentum trading is ideal for traders looking 
for: 


@ — Short-term traders with maximum 
upside. 

@ Have enough time and freedom to 
execute trades almost daily. 

@ — Prefer technical indicators over 
fundamental analysis for picking up 
stocks. 


The Differences and Overlaps Between 
Momentum Trading And Trend 
Trading 


For many investors, there is no conceivable 
difference between the different trading 
systems. These are the investors that consider 
fulling the full uptrend equivalent to 
capitalizing on positive momentum. But even 
for investors that take completely different 
views of trend and momentum investments, 
there are certain overlaps. 


@ — Both trend and momentum trading 
requires a proper trend to emerge for 
you to identify the right time to get into 
the market. 

@ Both systems have safety mechanisms 
built-in to minimize the probability of 
sustaining a loss. 

@ — Both rely on technical indicators 
rather than fundamental analysis of the 


businesses/assets you are getting into. 
However, an understating of the 
fundamentals of a business, secondary 
knowledge about the industry, and an 
understanding of the market segment 
might guide you to even better entry and 
exit points. 

They use similar technical indexes to 
identify the direction of the trend. 

Another similarity between the two 
different trading systems is that neither 
aims to capture the full extent of an 
uptrend or downtrend. While trend 
trading helps you cover most of an 
uptrend, you lose profit on either side of 
your position. You don't get in at exactly 
the moment the trend builds up; rather, 
you wait for it to set. Similarly, you 
don't get out as soon as the stock starts 
to dip but rather wait for the swing low 
to reach its full extent. Momentum 
Trading, on the other hand, is designed 


to focus only on the most rewarding part 
of the trend. 


The differences between the two might be 
even more pronounced. 


@ = The exit strategy is quite different in 
the two trading systems. 

@ When it comes to momentum trading, 
the idea is to exit when the movement is 
not at the desired "pace," whereas for 
trend trading, you tend to stay until the 
movement is not in the desired 
"direction," i.e., the trend is reversed. 


Trend trading is not nearly as time 
and resource intensive as momentum 
trading is. You can sit on a trend for 
months, even years, before the swing 
lows hit the lower threshold. Whereas in 
momentum trading, you may not stay 
with a trade for more than a few days or 
weeks and exit your position as soon as 
the momentum slows down. This leads 
to frequent trading. 

For any specific period of time, your 
capital might mostly remain tied to 
stocks when you are trend trading. But 
in momentum trading, you will free up 
your capital quite frequently to invest in 
other budding momentums. 

Momentum trading might offer you 
more options and allow you to spread 
out your investments simply because of 
the trading frequency. While trend 
investing might keep you more 


contained when it comes to selecting 
securities. 

@ Momentum trading works best when 
compared against a benchmark, which 
can be a similar security/asset or the 
market as a whole. This allows you to 
identify momentums that are "market- 
beating." However, when trend trading, 
you focus more on the trends emerging 
in individual securities. 

@ Your chances of reaching the peak of 
any given trend (regardless of whether 
you exit there or not) are significantly 
higher with trend trading than with 
momentum trading. 


It’s important to understand that despite their 
differences, the two trading systems are 
complementary, and with the right approach, 
they can be made to work together. This has 
been the idea behind our proprietary hybrid 
Coffee Grounds trading system since it aims to 
magnify the strengths of both momentum and 


trend trading. And even though it also carries 
the respective limitations, they are 
significantly mitigated. 


Coffee Grounds Trading System — A 
Powerful Hybrid of Momentum And 


Trend Following 

Thanks to their similar nature and overlap 
when it comes to technical analysis, trend 
following and momentum trading can be 
synced up together in a powerful hybrid 
trading system. This was the idea behind the 
development of the Coffee Grounds Trading 
System . 


However, inspiration alone is not enough to 
develop a viable trading system that harnesses 
the strengths of both trend and momentum 
trading. It took a decade of testing, refining, 
readjusting, and streamlining in various 
market conditions to ensure that it allows the 
traders to pick winners in every market. And 
the system proved its mettle every time. It 
allowed me to get into the energy sector/oil 
and gas stocks in the post-pandemic recovery 


phase before the general public got in. 


That’s because the system helped me follow 
“big money,” i.e., institutional investors, 
mutual funds, retirement funds, etc., into the 
sector when it was gearing up for a strong bull 
run. This is a major strength of this trading 
system — It doesn’t just allow you to find the 
best potential stocks in any given market; it 
shows you whether it’s a good time to get into 
the market or not. This makes it ideal for 
prudent traders that only wish to invest in a 
strong market. 


Reading someone’s fortune in the Coffee 
grounds is an old Greek tradition. The idea is 
that people who wish to get their fortune read 
in the coffee grounds drink their Greek-style 
coffee and leave the last sip in the cup (to 
swirl the coffee grounds). The reader would 
swirl the coffee grounds around and turn the 
cup upside down. The trails (of different 
shapes and sizes) the coffee grounds make 


inside the walls of the cup when it’s turned 
upside down are used for the reading. And the 
reader tries to identify these shapes and 
symbols in the coffee grounds to divine a 
person's future. And even though a 
sophisticated trading system that relies upon 
multiple technical indicators is the opposite of 
reading coffee grounds for fortune-telling, my 
trading system, which helps a trader find the 
right stocks by making sense of numerous data 
points, gives them the confidence to make the 
right trading decision. This is somewhat 
similar to a fortuneteller reading coffee 
grounds to give someone insights about their 
future, giving them the confidence to make 
the right life decisions. The similarity was 
quite intriguing to me, hence the name “Coffee 
Grounds.” 


Deconstruction Of The Coffee Grounds 


Trading System 
Since the Coffee Grounds Trading System 


combines both trend following and 
momentum trading, many of the technical 
indicators used for picking potentially 
profitable trades come from those two trading 
methodologies/techniques. Understanding 
these technical indicators, which serve as the 
core of the Coffee Grounds Trading System, is 
the first step in employing the system to your 
advantage. 


Simple Moving Average (SMA) 

A Simple Moving Average or SMA is a 
technical indicator used in both trend 
following and momentum trading. Traders use 
it to smooth out daily price fluctuations and to 
observe short-term and long-term trends in 
stock. SMA is always for a specific period of 
time. The SMAs used in the Coffee Ground 
Trading System are: 


SMA 10 - 10-day Simple Moving Average 
SMA 30 - 30-day Simple Moving Average 
SMA 100 - 100-day Simple Moving Average 


SMA 200 - 200-day Simple Moving Average 


For a ten-day SMA, a stock’s closing prices for 
the last ten trading days are averaged out 
(divided by ten). For each new trading day, 
the average changes. The latest closing price 
replaces the oldest one. One reason why it’s 
called the moving average is that the line 
plotting the averages moves up and down, 
responding to the change in average. 


The “Simple” in the name differentiates it 
from Exponential Moving Average (EMA). In 
an SMA, all data points (closing prices) carry 
the same weight, and the average is a 
relatively accurate representation of the whole 
period. An EMA is different. In an EMA, more 
weight is allocated to the newer prices, so the 
average always leans more towards the most 
recent direction of the price trend. 


Individually, each SMA, whether it’s short- 
term like SMA 10 or long-term like SMA 200 
(which is quite commonly used), shows 


traders whether a market is moving up or 
down. And though it can help you make 
trading decisions, a more sophisticated way to 
plot multiple SMAs at the same time. How 
short-term SMAs like SMA 30 interact with a 
long-term SMA like SMA 200 can offer better 
insights on upcoming uptrends and 
downtrends. 


Stochastic Oscillator 

Another technical indicator that's used in the 
Coffee Grounds Trading System is the 
momentum indicator Stochastic oscillator. The 
idea behind it is that the closing price for a 
particular period will follow the current trend 
(up and down). 


The Stochastic oscillator is also used to 
identify whether a stock is overbought or 
oversold. It’s range-bound (0 to 100), and the 
overbought (above 80) and oversold (under 
20) territories are the same as they are for the 
Relative Strength Index (RSI). But it was 


developed for more than that. The Stochastic 
oscillator, as per its developer, follows the 
speed and momentum of price rather than the 
price itself. And since price follows 
momentum, you can use this indicator to 
identify when a reversal in momentum 
(positive or negative) might be happening. 


The indicator uses two numbers, each of 
which plots its own line. The first is %K, 
which is obtained using the formula for the 
oscillator. The formula has three variables: 
Most recent closing price, 14-day highest 
price, and 14-day lowest price. The second 
number is %D, which is simply a three-period 
moving average of %K. The points where the 
two lines intersect usually indicate the 
occurrence of a momentum reversal. 


MACD 

MACD is a momentum indicator that’s often 
used in conjunction with other indicators. This 
one aims to track market "sentiment." It stands 


for Moving Average Convergence Divergence, 
and it's calculated using moving averages. 
There is a slower moving average (by default, 
a 26-day moving average) and a faster-moving 
average (12-day moving average). 


The moving averages used to calculate MACD 
are EMAs (Exponential Moving Averages) 
which focus more on the most recent data 
available. MACD is plotted using two lines: 


@ MACD Line: The difference between 
the slower-moving EMA and the faster- 
moving EMA. 

@ Signal Line: Created using the 
difference between the slower and faster 
moving EMAs for a nine-day moving 
average. 

The third piece of information this indicator 


conveys is a histogram that simply highlights 
the difference between these two lines. 


Thanks to these numbers (26-day EMA, 12-day 
EMA, and a 9-day MA), the default 


configuration of a MACD indicator is MACD 
(12,26,9). 


Volume 

Volume simply refers to the total number of 
shares traded or contracts issued for a specific 
stock for a period of time (usually a day). It 
shows interest in the stock/security and its 
liquidity. And even though it's an important 
indicator, especially when used in conjunction 
with others, you should keep its limitations in 
mind. Nowadays, the bulk of the volume of 
trades comes from high-frequency traders and 
funds. So if the trading volume for security is 
higher than average for a day, it may not 
necessarily mean that everyone is buying it. 
But it might show you that institutional 
investors and big money are moving towards 
that security. 


Waddah Attar Explosion Indicator 
Waddah Attar Explosion is a high-sensitivity 
indicator, though its sensitivity can be altered 


by adjusting the value of the underlying 
variables. It’s basically an “entry” indicator, 
which helps traders identify the right time to 
enter the market and open an investment 
position. It’s also a momentum and trend 
strength indicator, which might help you 
identify a strong trend in the making so you 
can get in and stay with the security for a 
relatively long-time. 


The indicator can also help you identify when 
there is no discernable up or down trend, and 
the stock's movements are relatively stagnant. 
The indicator is made up of a number of 
variables, and you can change more than just 
its sensitivity. For Coffee Grounds Trading 
System, the configuration that we use is: 
Sensitivity = 1000 

Fast Length = 44 

Slow Length = 150 

Channel length = 30 

Mult = 2.0 


@ Dead Zone = 20 


The sensitivity is significantly higher than the 
default setting. The Fast Length represents 12- 
day EMA, while the Slow Length represents 
26-day EMA. Channel is a useful chart pattern 
to help identify trends when it comes to 
technical indicators. The dead zone setting is 
lower than the default 30. 


Ray Bull Power and Ray Bear Power (Elder-Ray 
Index) 

The Elder-Ray index is made up of two 
individual indicators: Bull power and bear 
power. Bull power is calculated by subtracting 
13-period EMA from the period high. The 
period can be an hour, a day, or a different 
time frame, though a day is the most common. 
Similarly, bear power is calculated by 
subtracting the lowest price in a period by the 
13-period EMA. The EMA can be changed to 
26-EMA or something else, but the default/ 
original setting of the 13-period tends to offer 


the best results. 


In most cases, a buy signal occurs when: Bull 
power is going up, Bear power is below zero 
and going down, and EMA is rising. 


A sell signal occurs when: Bull power is below 
zero and falling, Bear power is rising, and 
EMA is falling. 


However, the best practice, like most other 
technical indicators, is to use the Elder-Ray 
index in conjunction with others. 


ATR (Average True Range) 

The True Range or TR of a stock is the actual 
range that the stock achieved within a trading 
day, i.e., how much it moved between two 
extremes, the lowest and the highest price 
point. The Average True Range or ATR is a 14- 
day Simple Moving Average (SMA) of the True 
Range for each day. Since it focuses on price 
movement, this indicator is used to measure a 
stock's volatility. 


As a stand-alone number, the ATR might not 


be very useful when comparing two stocks, 
but you can take an ATR percentage. This 
helps you compare stocks for volatility that 
come from two very different price points 
(let's say one is from the lower two digits and 
the other is from the mid-three digits). As a 
volatility indicator, it’s widely used to identify 
the right time to exit a position. 


How Coffee Grounds Trading System 
Works 


Now that we know the individual 
components/technical indicators that this 
trading system employs, we can group them 
together in a functional system that allows you 
to pick the right stocks every time. 


Rules For Coffee Grounds Trading 


System 

The following rules/values of different 
technical indicators can help you identify 
winners in any given market. 


Rule # 1: The price of the security must be 
$15 or more. While the system can apply to 
stocks currently trading at any price point, 
we’ve found it works best for stocks that are 
trading at $15 per share or more. 


Rule # 2: The volume should be 500,000 or 
more for the day. And volume should also be 
above the 50-day average. A stock must follow 


both rules to be considered a worthy buy. 


Rule # 3: SMAs must be stacked. For our 
trading system, we use SMA 10, SMA 30, SMA 
100, and SMA 200. The stacking of the SMAs 
indicates both an uptrend and a downtrend 
based on the order they are stacked in. If you 
want to enter a long position and want to see 
if an uptrend is in the making, you should 
ideally see the stack in the following order: 
SMA 10, SMA 30, SMA 100, and SMA 200. If 
you want to open a short position, you may 
want to look for a downtrend in the making, 
which will require an inverted stack. 


Rule # 4: For a long position, MACD must've 
gone from negative to positive territory, i.e., 
the MACD line above the signal line. A 
positive MACD shows that upward momentum 
is building, indicating the right time to get in. 
The higher the difference between the shorter 
and the longer EMA, the better it is in general 
(For the momentum). But when you are 


following this system for a long position, you 
only have to look at the point where the two 
cross over. MACD also gives you the signal to 
short a stock, and it's basically just an inverse 
of what you see in a long position. When 
MACD goes from positive to negative territory, 
i.e., the MACD line crossing below the signal 
line, it's a signal to short the stock since it 
indicates that the stock might be going down. 


Rule # 5: Stochastic should not be in the 
overbought territory or oversold territory, i.e., 
it shouldn’t be at or above 80 (overbought) or 
below 20 (oversold). Even though an 
overbought stock may remain in that territory 
for a relatively long time Gf the momentum is 
strong enough), the risk of a correction usually 
outweighs the potential upside. Similarly, 
being oversold doesn’t necessarily mean that a 
stock is poised to soar and it may remain 
oversold for a relatively long time, especially 
if its fall in this territory is triggered by 
something fundamental. With so many 


technical indicators focused on identifying 
trends, using an indicator better suited for the 
sideways market (where clear trends are 
difficult to find) makes the system more 
inclusive and allows it to work well in a wider 
variety of market conditions. 


Rule # 6: The price at which you are buying 
should be above the SMA 10 at the time. And 
for the previous day, it should have been 
below SMA 10. That is if you are going for a 
long position. This shows that the stock is 
breaking through a rut or downward trend to 
rapidly move upward. For a short position, the 
inverse would be true. 


Rule # 7: For a long position, the Waddah 
Attar Explosion must have ten green bars, 
regardless of the period you’ve chosen. This 
indicates that the upward pattern/trend is 
building up, and it's not just an isolated peak. 
If you are planning on shorting the stock, the 
opposite would be true. You would look for 


ten red bars instead. Ten is a healthy enough 
number and strikes the right balance. It helps 
you ensure that a positive or negative trend/ 
momentum is building without delaying the 
entry point so much that you lose most of the 
benefit of strong positive or negative 
momentum. 


And that’s it. Any stock that adheres to these 
seven rules is worth buying according to the 
Coffee Grounds Trading System. The number 
of these stocks varies based on the market 
condition. If you are getting a lot of stocks on 
your "Radar" with these rules in place, it might 
indicate that it's a good time to enter the 
market. If you are only getting a handful of 
picks, the market might not be ripe enough for 
either short or long positions. You can go for 
short positions in a bearish market. Regardless 
of the market conditions, you are highly likely 
to find potentially profitable trades (both short 
and long positions) with this system. 


How The Rules And Parameters Come 
Together In The Coffee Grounds 


Trading System 

At this point, you should be able to apply the 
parameters and rules of the Coffee Grounds 
Trading System and start finding the right 
stocks for yourself. Note that the system helps 
you find the right time and securities to enter. 
The exit strategy is different and will be 
discussed later in the chapter. But for now, 
let's focus on the rationale behind all the 
different technical indicators/parameters 
we've used and how we've come up with the 
seven rules to optimize our stock-picking 
strategy. 


This may give you enough insights for 
tweaking the system your own way and 
creating a personal variant of this proprietary 
trading system. 


Let’s start with the SMAs. We are using SMAs 
from both ends of the spectrum, i.e., short- 


term SMA-10 (covering two weeks of trading) 
and one of the longest-term SMA-200, which 
is equivalent to about 40 weeks of trading. 
The former ones tend to fluctuate more 
compared to the long-term ones, thanks to 
more data being fed into them. The stacking of 
the SMAs helps us compare short-term price 
reactions (to the market) with the long-term, 
smoother moving averages for 100 and 200 
trading days. Unlike using the typical buy and 
sell signals, i.e., when a slower moving 
average is intersected by a faster-moving 
average (say SMA 30), the Coffee Grounds 
Trading System all moving averages confirm 
the same trend. This many layers confirming 
an up or down trend helps traders make a 
more certain buying or selling decision. 


The rationale behind a specific price threshold 
is to ensure that our analysis/system doesn’t 
flag buy signals for penny stocks or cheaper, 
more volatile stocks. This “safety” feature 
might keep traders away from stocks that tend 


to experience extreme movements on both 
sides, making it both a pro and a con. But the 
benefit outweighs the lost opportunities by a 
significant margin. 


The minimal volume threshold ensures that 
there is enough activity in the market to 
support the upward or downward momentum 
the investor is getting in on. 


The MACD switch from negative to positive 
territory shows an increasing upward 
momentum, indicating the right time to enter 
a long position and zero in on a good entry 
point. A reverse switch (from positive to 
negative) indicates that that might be a good 
time to short a stock. Even though there are 
several other ways to trade using the MACD 
indicator and more sophisticated trading 
strategies with MACD are available. The 
trading strategy also neutralizes one of the 
main drawbacks of using MACD for generating 
buy/sell signals, i.e., multiple false signals 
blaring before a true positive momentum is 
locked in. This allows you to get the best out 
of this technical indicator while getting 
around its flaw. 


In a way, the MACD also counteracts the main 
weakness of the SMAs, which is the "lack of 
urgency." In SMAs, every price that's used to 
create the average value carries equal weight, 
no matter how "outdated" it is. The EMAs used 
to plot MACD lines and histograms can offer 
more time-sensitive insights into changing 
trends, counteracting the lagging effect of 
SMAs. 


This is one of the chief strengths of the Coffee 
Grounds Trading system. The technical 
indicators that are used in conjunction to find 
the perfect securities you can invest in all 
complement each other and counteract the 
weaknesses of another. 


The use of Stochastic helps identify whether 
the asset is overbought or oversold. Even 
though overbought assets may remain in the 
territory for a relatively long time if the 
momentum is strong enough, it usually 
indicates a stock that’s poised for a correction. 


And a correction of overbought stocks is much 
more frequent an occurrence compared to the 
long-term continuance of bullish momentum. 
So it’s better to stay clear of overbought assets 
in the first place. The same is true for an 
oversold asset. Many oversold stocks that are 
trading way below their intrinsic value might 
be poised for a powerful bullish momentum, 
but there might be a reason they are in the 
oversold territory. The individual stock may 
be experiencing an investor exodus due to 
weak financials, or the industry as a whole 
might be suffering. The idea here is to stay 
clear of both extremes (overbought and 
oversold). 


The price turning from under SMA 10 on one 
day to above SMA 10 on the other gives you 
the perfect entry point for a long position. It's 
a "precision" indication compared to all the 
others that take into account averages and 
price movements for several days. It’s just as 
effective when you are looking for the perfect 
entry point for a short position. 


The Waddah Attar Explosion blends one of the 
indicators we are already using, i.e., MACD 
with Bollinger Bands. Bollinger Bands is more 
than just a technical indicator. The idea of 
combining them with MACD was already quite 
prevalent, but the Waddah Attar Explosion 
formalized it. 


In the Coffee Grounds Trading System, we are 
interested in both the green bars, i.e., the so- 
called uptrend bars, and the red bars, which 
indicate a down-trend. Getting at least ten 
green or red bars signifies a strong momentum 
that's still growing rather than a short-term 


growth spurt that can die down at any 
moment. You may use it in conjunction with 
the explosion bar as well for additional info on 
the trend that you may be getting into. 
However, that’s redundant as per the system 
and many other technical indicators that we 
are using. 


There are two other indicators that can be 
used in conjunction with the other technical 
indicators — The Elder-Ray index’s “bear 
power” and “bull power.” This index and the 
two indicators it's made up of leverage the 13- 
period Exponential Moving Average (EMA). 
The Elder-Ray index, which is also called the 
Elder-Ray indicator, is plotted as histograms, 
with separate lines indicating bull and bear 
power (though it may be different based on 
your platform). In order to identify an up or 
down trend (so you can enter a long or short 
position), you need both the bear/bull power 
and a 13-day EMA. Here is how the Elder-Ray 
indicator helps you identify potential long and 


short positions: 


- Long Position: With the help of the Elder-Ray 
indicator, you might consider taking a long 
position in a security when the bear power has 
dropped below zero, but it's on the rise instead 
of going further into the negative territory. 
And the latest bull power peak is higher than 
the last peak, which indicates upward 
momentum. You can augment these findings, 
i.e., sign to go long on security with the EMA. 
If the EMA is rising, indicating/confirming an 
upward trend identified using the Elder-Ray 
indicator, it may make the buy signal (for a 
long position) even clearer. If it’s not there 
yet, you may consider waiting for the EMA to 
catch up. 

- Short Position: The Elder-Ray indicator can 
also be used to identify the perfect time to 
short a stock. If the bull power is falling, but 
it's still in the positive territory, and the 
current bear power low is deeper than the last 
low, it might be time to take a short position 
in a stock. You can use the EMA’s direction to 
confirm the trend. 

It’s important to note that while using a 13- 


day EMA is a common practice nowadays, it’s 


not a set rule. The creator of the indicator, Dr. 
Alexander Elder, used a 26-day EMA. 
However, the difference between the pace of 
the market in his time and the current times 
may make the 13-day EMA more practical. 


The Coffee Grounds Trading System is equally 
effective in identifying profitable long and 
short positions. The technical indicators used 
in the system complement each other in a way 
that enhances their strengths and circumvents 
their limitations (as much as possible). But 
know that just because the system can help 
you identify the right time to short a stock and 
you can potentially make a decent profit with 
it, the risks of a short position are still there. If 
the risk/reward balance of a short, where the 
profits are capped, but the loss can 
theoretically be indefinite, does not resonate 
with your risk tolerance, it might be a good 
idea to stick to long positions only. This way, 
you will only lose what you’ve invested and 
nothing more. 


Coffee Grounds Trading System — 
Advantages And Important 


Considerations 

As a hybrid of momentum and trend trading 
methodologies, the Coffee Grounds Trading 
System combines the strengths of both. It 
allows you to get in on the right trend (up or 
down for long or short position) that is 
building towards new extremes (highs or 
lows), which is the characteristic advantage of 
the trend following methodology. And it 
incorporates the characteristic momentum 
trading benefit — higher profits in relatively 
shorter periods of time. The momentum may 
wane before the trend changes its direction, 
and by incorporating this idea, the Coffee 
Grounds Trading System helps you get in on 
stocks that are ready to shoot up (long 
position) or down (short position). 


Another amazing advantage the system offers 
is that it helps you understand whether it’s a 


market worth getting in or not. If you’ve set 
your indicators from a long position 
perspective, you may get more stock choices 
in a bullish market. Conversely, if you are 
analyzing the technical indicators for short 
positions, the bearish market will present you 
with several options. In overall steady/ 
relatively slow markets, you might be able to 
find hidden gems that are ready for a breakout 
and have the potential to outpace the market. 
The number of securities you identify using 
the Coffee Grounds Trading System may differ 
from market to market (and whether you've 
chosen to go long or short), but your chances 
of finding the winners in every market are 
quite high with this system. Still, conservative 
traders may choose to invest in markets where 
several strong upward and downward trends 
are forming along with strong momentum and 
bide their time in that are not moving at a 
powerful enough pace either way. 


This makes the system relatively safer 


compared to other systems and methodologies 
like trend following or momentum trading on 
their own. It limits the overall risk by 
preventing you from investing heavily in a 
rough market. Still, the inherent risk of 
trading and investing is always there, and it 
has gone up in recent years. Up until a decade 
ago, relatively fewer retail investors and 
traders were in the market. But thanks to the 
introduction of zero-commission trading and 
online platforms, more and more people have 
started taking an active interest in managing 
and investing their money directly. Retail 
investors are more likely to react to shifting 
market sentiments than seasoned investors and 
traders with more mature risk appetites. And 
if enough investors/traders start buying or 
selling simply by simply reacting to news and 
market sentiments, they can trigger a snowball 
effect. 


The Coffee Grounds Trading System does help 
you mitigate some of the risks associated with 


trading but not all. The system can help you 
grow your capital at a much faster rate with 
relatively little additional effort than most 
ETFs or Index Funds would (that you usually 
have to hold long-term). It might even help 
you outpace actively-managed mutual funds 
without burdening you with a high "cost of 
investing." 

The combination of technical indicators in the 
system helps you do two things simultaneously 
that few (if any) other trading systems or 
methodologies might allow you to do: Follow 
big money and get in on profitable actions 
before the general public. The idea here is that 
institutional investors/traders that are better 
at reading the market than the general public 
can be the driving forces behind most upward 
and downward trends. They might also be the 
forerunners of growing momentums. And once 
they kickstart a trend, the general public tends 
to follow. There is a small window in between 
that the Coffee Grounds Trading System helps 


you capitalize on. This results in a compelling 
and highly lucrative combination of high 
Return On Investment (ROI) with relatively 
modest risk. 


What's even more impressive is that it 
mitigates the risk without pursuing 
diversification. Even though investors are 
more focused on diversification compared to 
traders, it's an important part of a lot of 
trading strategies and systems for effective risk 
management. However, the Coffee Grounds 
Trading System, thanks to its heavy reliance 
on technical analyses, removes the need for 
diversification. The system can help you find 
stocks from any and all industries that are 
ready for a strong move upward or downward, 
while the exit strategy will help you get out at 
the right time. This “sector-neutral” or 
“industry-neutral” approach eradicates the 
need for diversification. 


The system is designed for stocks only and 


cannot be applied to options trading. Even 
though there is significant overlap between 
short selling and buying options (both of 
which are apt strategies for a bear market), 
and the system may help you identify the right 
stocks for options trading, it’s not the right fit. 
As a hybrid of trend following and momentum 
trading, the system focuses on the movement 
of the stock and how it changes and allows 
you to enter and exit a potentially profitable 
short position based on how the trend and 
momentum are changing. An option, on the 
other hand, is time-bound, and the system 
cannot provide you with the relevant data to 
set an adequate future date to maximize your 
profits from an option. 


The Exit Strategy 

From a technical perspective, the exit strategy 
for the Coffee Grounds Trading System is 
simple enough. We use Average True Range or 
ATR Trailing Stop. The parameters are: 


Period: 10 
Multiplier/Factor: 2.7 


Now let’s take a deep dive into this exit 
strategy and its two main components, i.e., 
ATR and trailing stop. ATR, or Average True 
Range , is a technical indicator introduced by 
J. Welles Wilder Jr. in 1978. It was part of his 
book on technical trading systems and was 
originally intended for commodities trading 
but is now used for a variety of assets, 
including stocks. 


ATR helps you measure the volatility of an 
asset. Volatility is often equated with risk, but 
there are a few other factors driving the risk of 
a trade as well. Volatility is basically the rate 


of change of a stock price in either direction 
for a given period. If the price is changing too 
rapidly and fluctuating at a high frequency, 
the stock would be considered volatile. ATR 
allows traders to measure volatility by 
averaging the True Range of stock for a given 
period. The True Range is the full range a 
stock price covers between the extremes 
(maximum high and maximum low) in a 24- 
hour trading period. The more the stock 
pushes on one or both extremes, the higher its 
True Range for the day would be. For 
calculating the ATR, they are averaged out 
over a period of days, usually 14, though it 
can be changed. 


So if the 14-period ATR for a stock is around 
5, it shows that, on average, the stock has 
experienced a $5 change in price on average 
in the last 14 trading days. This is quite 
volatile for a $50 stock but only modestly 
volatile for a $300 stock. This is why when 
you are using ATR to measure volatility; it's a 


good idea to calculate its percentage against 
the price. This allows for relatively easy 
comparison between stocks. 


A Trailing Stop is a modified version of a 
typical stop order which is simply an order to 
automatically buy or sell a stock when a 
certain price level is reached. So if you wish to 
buy a $50 stock only when it falls to $45, you 
can place a buy stop order with your broker/ 
online brokerage, and it will be triggered 
when the stock falls to the level. Similarly, in 
order to limit your losses, if you wish to sell a 
$100 stock whenever it falls to $90, you can 
set up a sell-stop order. 


A trailing stop is different. It’s tied to the 
current trading price and adjusts accordingly. 
For example, you have stocks of Company A at 
$50 per share. You can set a trailing stop in 
two ways. You can either set a dollar amount 
or a percentage. So if you wish to sell the 
stock if it falls 10% or by $5, you can set up 


the trailing order with these numbers. And if 
the price appreciates to, say, $70, the trailing 
stop will adjust accordingly. Now instead of a 
sale being triggered if the stock falls by $5, it 
will be triggered after a $7 drop. 


The ATR Trailing Stop combines a volatility 
indicator with a stop order. The idea here is to 
get around an inherent limitation of the 
Trailing Stop. And it’s that you have to set a 
limit. If you set the limit too low, it might be 
triggered by daily price movement and 
volatility. If you set it too high, you can 
accumulate a relatively larger loss before you 
sell. This limitation might prevent you from 
taking full advantage of a trend or momentum 
since it’s tied to the price. 


One way to ensure that you have an effective 
exit strategy in place while you are taking full 
advantage of a strong upward or downward 
trend and a powerful momentum is to use ATR 
as a Trailing Stop. You won’t be using a 


specific dollar amount or percentage to trigger 
an exit. Rather, the data will come from the 
ATR. 


The period of 10 days or about two full weeks 
of trading is chosen because it keeps you in a 
trade long enough to maximize your potential 
profits but not too long to be risky. The impact 
of the choice of period and the 2.7-multiplier 
can be seen in the following 6-month price 
chart of ConocoPhillips. 


If you are taking on a long position, the green 
areas are where you are safe holding this 
stock, while the red is where the ATR Trailing 
Stop (with the Coffee Grounds Trading System 
parameters) is indicating that you should exit 
the position. 
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The exit strategy is the same when you are 
going short, just inverted. When you are going 
short, the trailing stop going red would be the 
time when you should hold the short position, 
though it would be triggered by the trading 
strategy as a whole and will just reflect in the 
ATR. And when it starts turning green, you 
will need to cover your shorts. 


This effectiveness of the parameters and the 
ATR Trailing Close as an exit strategy is clear 
from the performance of this stock. It’s clear 
that the exit call will be triggered only when a 


downward trend is starting and not when the 
stock temporarily dips. 


How Different Types Of Investors And 
Traders Can Benefit From This 


Strategy 

The Coffee Grounds Trading System can be 
used by a wide variety of individuals - From 
people who only wish to invest for their 
retirement to professional swing traders. There 
is a broad spectrum of classifications in 
between, but we will focus on three major 
categories. Professional traders/Retail traders, 
seasoned investors, and novice investors. 


Professional Traders/Retail Traders 
Professional traders are people who make 
trades for other individuals and entities for a 
living. Retail traders are people who trade 
their own money to generate a primary or 
passive income. Both need to identify the best 
times to enter a market (for long or short 
positions) and the perfect time to exit; hence 


both can benefit from the Coffee Grounds 
Trading System. 


Traders, whether retail or professional, rely 
mostly on technical analyses to identify trends 
and momentums in securities (both upward 
and downward). So adopting a system like the 
Coffee Grounds would be easy, as it would 
resonate with what they are already familiar 
with. There will essentially be no learning 
curve, as is the case with other trading 
strategies and systems. 


The Coffee Grounds Trading system is very 
specific, and there are almost no variables that 
require the traders to use their own judgment, 
though they can if they wish to tweak the 
system to match their characteristic trading 
style or criteria. But in most cases, the system 
works well as-is, and it produces results. This 
reduces the probability of a trader making 
wrong trades due to a bad judgment call but 
doesn't eliminate the risk entirely. This is the 


actual spirit of technical analysis, i.e., making 
decisions based on data. 


Since the proprietary trading system combines 
the strengths of both trend and momentum 
following, the return potential it offers may be 
superior to either one of the individual trading 
styles — trend or momentum trading. So 
professional or retail traders may get better 
returns by identifying potential trades that 
offer the best of both. 


The trading system is especially ideal for new 
traders as they can make potentially profitable 
trades by simply applying the Coffee Grounds 
system instead of spending days and weeks 
perfecting their own trading system. And since 
it basically does all the heavy lifting for the 
user (as it finds you the right stock to buy), 
traders can use the time it saves them in other 
profitable activities. 


Coffee Grounds Trading System has the edge 
over many of the common trading 
methodologies or strategies traders follow, and 
it may allow them to cut down the number of 


losing trades they make, even if they are only 
using the system for part of their trades. This 
makes it another arrow in a trader’s quiver, 
one that usually strikes true. 


Another potential benefit of the system is that 
it allows traders, who usually only go long, to 
expand their range. The system can easily be 
used to find the right downward trends, which 
traders can use to go short and make money in 
a market they wouldn't have if they only relied 
on upward trends. This expanded range can 
help them find more profitable trends and 
improve the overall Return on Investment 
(ROI). 


No matter the default strategy of a trader, they 
can easily switch to or use Coffee Grounds 
Trading System in addition to their other 
strategies. They might experience a difference 
in frequency of trading (that’s especially true 
for day traders and scalpers) but also an 
improvement in the overall profit, with less 


effort and time invested. 


Seasoned Investors 

The seasoned investors are the ones that have 
a relatively thorough understanding of the 
market. But as investors, they are on the 
lookout for long-term investments, stocks they 
may keep in their portfolios for years, even 
decades, accumulating growth. This is usually 
classified as a “buy and hold” approach. These 
investors rely more on fundamental analysis of 
the companies than the technical analysis of 
the stocks. Many of these investors have boiled 
down their investment approach to mostly 
holding broad-market ETFs for decades, as 
they offer modest but consistent returns. But 
these investors can also benefit from the 

Coffee Grounds Trading system in more ways 
than one. 


The frequency of buying and selling stocks is 
one of the key differences between a trader 

and an investor. Investors buy stocks far less 
often than traders, as they tend to keep these 


stocks long-term, usually for years. This also 
means that investors don't spend hours every 
day or week identifying trends as traders do. 
But they are still on the lookout for the right 
time to buy. For investors, it’s usually when 
the stock dips or when it’s undervalued. They 
try to buy the stock just as it starts its recovery 
journey, which is very difficult to pinpoint. 
And this is an area where the Coffee Grounds 
Trading System can come in handy. It can help 
investors identify when the stock is ready to 
break out. Then they have the choice of 
holding on to the security for the long-term or 
exiting the long/short position when the trend 
ends, then buying again when there is a 
favorable trend. 


It’s important to keep the short-term and long- 
term capital gains taxation in mind. In most 
countries, capital gains from a stock that’s 
held long-term are taxed more favorably than 
gains from stocks that are held short-term 
(usually less than a year). 


The latter is usually taxed at the personal 
income tax rate, and the difference can be 
substantial. So investors should make sure that 
the profits from holding a stock short-term on 
multiple instances within a period justify the 
taxes, especially when compared to the 
favorable taxation if you hold the stock for the 
entire period. 


Seasoned investors can also combine the 
fundamental analysis with the Coffee Grounds 
trading system. It's like adding an additional 
layer to their selection process, which has the 
potential to improve their possibility. If they 
are oriented more towards fundamental 
analysis, they can identify the right companies 
using their own techniques but use the Coffee 
Grounds trading system to pick the right time 
to buy those stocks. Or, they can evaluate the 
stocks identified by the Coffee Grounds 
trading system using their fundamental 
analysis techniques to ensure that they are the 


right fit. 

Investors can also go short using the Coffee 
Grounds Trading System. This can be 
especially useful in long-term bearish markets 
(for example, during or after a recession), 
giving investors a strong chance to buy 
profitable stocks in an otherwise weak market. 


It’s important to note that investors, especially 
if they are planning on holding their long 
position for a long time (years or even 
decades), may have to use Coffee Grounds 
Trading without ATR (the exit strategy) or a 
modified version of it. That’s because such 
investors usually ignore fluctuations/ 
temporary dips, and a downward movement 
that might trigger the ATR may result in an 
automatic exit from the position, which may 
go against their intended holding period. They 
can also use a different period for the ATR to 
differentiate between a “dip” and a long-term 
downward trend. The same may be true (in 


reverse) for a short position. 


Novice Retail Investors/Traders 

Few trading systems and strategies can claim 
to be as beginner-friendly as the Coffee 
Grounds Trading System is. Its simplicity 
makes it ideal for beginners, who can learn to 
apply and use this system in a matter of hours 
and start investing in stocks that are trending 
upward or downward. The automatically 
triggered exit strategy is also beneficial for 
beginners (traders) as it ensures that they are 
not holding on to a stock even when the trend 
is over/reversed. 


Novice investors can use the trading system to 
buy the stocks they have identified from their 
fundamental analysis (or have simply chosen 
the easy, blue-chip options) at the right time, 
especially in an uncertain market. 


Mistakes like investing in the wrong 
companies or choosing the wrong time to 
enter or exit a market are quite common when 
you are learning to invest. They are part of an 


investor or trader's learning curve, but they 
can also be discouraging. Many novice 
investors that simply wish to grow their 
savings enough for their retirement may fear 
losing their hard-earned savings and stick to 
relatively safe options like ETFs. This is a 
sound enough strategy, but that results in 
underutilization of the capital, and if they 
can't save/invest enough capital, they may not 
build the retirement nest egg of the right size. 


A safe system like Coffee Grounds provides a 
good alternative to such investors. They may 
be able to achieve more with their capital by 
using the Coffee Grounds Trading System to 
buy the right companies at the right time and 
exiting when they are no longer profitable. 
They can also use it alongside a different 
investment approach. For example, they might 
dedicate 70% of their capital to an ETF 
portfolio and only 30% to the trades identified 
by using the Coffee Grounds trading system, 
which may still improve the overall returns of 


the portfolio. 


Building A Portfolio With Coffee 


Grounds Trading System 

Creating a portfolio with Coffee Grounds 
Trading System is quite easy for a number of 
reasons. In a typical investment portfolio, you 
have to spend hours or days researching the 
right stocks to buy. Then you have to keep 
track of your investments to ensure they are 
moving in the right direction. Even more 
difficult is to identify the right time to exit 
those positions without losing too much of the 
gains you’ve accumulated but also not losing a 
potential upward trend for a false alarm (a 
temporary dip). 


Coffee Grounds Trading System takes care of 
the entire process. Whenever you have capital 
on hand to invest, you can use the system to 
identify the right stocks. You don’t need to 
spend time tracking their performance as the 
system already has a built-in exit mechanism. 
As a result, you are likely to get the best of an 


upward or downward trend. 


And effortless portfolio management is just 
one of the benefits the Coffee Grounds Trading 
System offers, and to understand its other 
benefits, it's a good idea to look at the 
examples of what the system has helped me 
achieve within a sample period. 


Sample Period: 2021 


Total Holdings: 3 (More stocks were 
identified, but it should give you an idea of 
the system's potential). 


Capital: $15,000 (Not the exact sum I 
invested in the three companies, but it should 
give you a good idea of your returns in the 
period). 


In the year 2021, there were several long and 
short positions identified by the Coffee 

Grounds Trading System. Three of them were: 
- MicroStrategy Incorporated (VASDAQ:MSTR) 


— Business intelligence and data analytics 
platform. 


- Plby Group Inc (NASDAQ:PLBY) - Media and 
lifestyle company. 

- Carvana Co (NYSE:CVNA) — Online used car 
retailers. 


Here is how the three companies performed. 


MicroStrategy Incorporated 

I took a long position in MicroStrategy 
between Jan 224 , 2021, and Feb 10%, 2021, 
for about twenty days. And it resulted in about 
68% returns. That’s $5,000 growing into 
$8,400 in twenty days or a net profit of about 
$3,400. Since it’s classified as short-term 
capital gains, it will be taxed as per your 
regular income tax rate. 


For people in New York (with one of the 
highest tax rates) with a household income of 
about $200,000, that tax rate would be around 
35%. That may cut down your $3,400 profit to 
$2,210. 


Plby Group 

My long position in the Plby Group was 
between Mar 31st , 2021, and May 12th, 
2021. That’s about 43 days. And in this brief 
holding period, the capital was more than 
doubled — 111% gains. So the $5,000 became 


10,550, with gains of about $5,550. Even if we 
apply the 35% tax rate, that still leaves about 
$3,600 in less than one and a half months. 


Carvana Co 

In Carvana Co, I took a short position between 
Mar 2021 and Dec 2021, which yielded 42%. 
That’s almost ten months. This was enough to 
yield $2,100 from a $5,000 investment or 
$1,365 after tax. 


So for the year 2021, with just these three 
investments, I potentially turned $15,000 in 
capital into about $26,000. That’s $11,000 of 
gains ($7,175 after taxes). And the bulk of 
these gains was generated in just the first half 
of the year. 


There are a few things you need to understand 
about these gains. None of the three captured 
the full upward or downward trend, from the 
beginning to the end. An example would be 
Plby Group, which rose over 388% between 
Nov 2020 and May 2021. This is over 3.5 


times what you would have gotten with the 
system. However, it’s quite easy to analyze the 
maximum gains you could have gotten with a 
stock when we have the performance data of 
the complete trend on hand. 


Predicting it while the trend is building up is 
quite challenging. And that’s what the system 
does automatically. You don’t need to research 
the market, look into individual sector-wise 
recoveries, compare the fundamentals of 
different stocks, or keep an eye on the news to 
identify which stocks might break through. 
Pragmatically speaking, the system allows you 
to profit from part of the trend while saving 
you from all of the efforts that would have 
gone into predicting the trend from the very 
beginning and exiting your position at the 
right time. And this doesn’t take into account 
the high probability of failure associated with 
manually predicting a trend. 


These examples show that developing a 
portfolio with the Coffee Grounds Trading 
System is: 


Safe: Your probability of identifying a false 
trend (and losing money as a consequence) is 
significantly lower. The multiple layers of 


variables/metrics to identify an upward or 
downward trend with adequate momentum 
ensures that you only enter positions that have 
something to offer. The exit strategy ensures 
that you get out of a position on time. It may 
be different from stock to stock or trend to 
trend. For MicroStrategy, the exits were 
triggered two days before the stock peaked, 
and for Plby Group, it started five days after a 
full-scale decline started. 


Effortless: There is virtually no effort involved 
beyond setting up the system. Once it's in 
place, you won't have to look for stocks nor 
conduct any research, and the right stocks will 
be identified by the system. Your only job 
would be to determine how much capital you 
want to allocate to each stock. 


Minimally Time-Intensive: You save a lot of 
time with this system. When you don’t have to 
conduct any research or even spend weeks or 
months learning fundamental analyses (or 


trading techniques), you can easily maintain 
your portfolio and build wealth through 
investment alongside your day job. 


The Full Potential Of A Coffee Grounds 


Trading System Portfolio 

One of the main strengths of the system, as 
evident by the three examples above, is that it 
allows you to generate decent gains without 
dedicating your capital to a few companies for 
months or even years. I only held Plby Group 
for 43 days and MicroStrategy for 20 days. 
This means that about two-thirds of the capital 
($10,000 out of $15,000) was free for the bulk 
of the year. 


And this gives way to the full potential and 
one of the core strengths of the system — 
reusing the capital to generate gains multiple 
times within a specific period. Assuming the 
$5,000 capital that you regained from 
MicroStrategy can be invested six times within 
a year for individual periods of under one 
month (each time), generating 50% returns 
each time. That would collectively yield 
$15,000 (before taxes), about three times the 


original capital. 


Similarly, let’s assume that the $5,000 you 
reclaimed from Plby Group can be reinvested 
three times within the year for periods of 1.5 
months (or two months), each time generating 
a gain of about 75%. That would yield about 
$11,250 (before taxes). 


So collectively, with $10,000 capital, you may 
be able to generate additional gains of over 
$26,000 and get your $10,000 back. 


For this projection, we’ve assumed 
underperformance of potential investments. 
But even if we take a more conservative 
approach and reduce the projection by half, 
you may still get $13,000 from $10,000 in a 
year, simply owing to the capability of the 
system to free up your capital as soon as 
possible and only following part of the trend 
when it’s backed up by a strong momentum 
(upward or downward). 


If we magnify this projection for a larger 


capital, say $50,000, you may be able to 
generate $65,000 a year. That’s less than 
$6,000 shy of the median household income in 
the US (2021), as per the Census.gov 
estimates. 


It’s important to understand that 2021, even 
though it was not as unusual as 2020 (with the 
pandemic-driven crash), it was still a year of 
unusual activity (and rapid recoveries). But 
there are exceptional trends, both upward and 
downward, that the system may help you 
identify. If you have the capital and the 
system can’t identify a set of good stocks for 
you to invest in, one adjustment you can make 
to cast a wider net is to alter the pricing 
parameter and look for stocks trading below 
the $15 per share benchmark, that meet the 
trend/momentum standards. 


A few good practices that can help you get 
the best out of the system are: 


- Define your investment goals. If your goal is to 


grow your capital as much as possible, you 
may consider reinvesting everything, the 
capital you get back when you exit the 
position, and the gains from an investment. If 
your goal is generating investment income, 
keep your capital intact but take out the gains. 
For example, if you managed to turn $10,000 
in capital into $16,000, reinvest the original 
capital ($10,000) and use $6,000 at your 
discretion. 

- Try not to let your capital sit idle for long. If 
the system is not identifying the right stocks to 
invest in, which indicates that it might not be 
the right time to get in the market, that’s not 
something you have control over. But if you 
have capital and the system has identified 
multiple long and short positions, try to invest 
it as soon as possible. Ideally, the day you get 
some capital back when an automatic exit is 
triggered should also be the day you invest it 
in another stock. That will allow you to get 
the most out of your capital. 

- Build an emergency reserve but keep the 
liquid nature of the stocks in mind. It's a good 
practice to have some cash in your emergency 
reserve but remember that cash, on its own, is 
at the mercy of inflation, i.e., steadily losing 


its value. So a lot of cash in your emergency 
reserve may not be a financially smart move. 
Alternatively, cash invested in stocks is also 
quite liquid as you can always exit your 
position and use the money for your 
emergency needs. However, this strategy is 
better suited for long positions than shorts, so 
you may take a different approach to 
emergency reserve when you have a portfolio 
made exclusively of shorts. 


